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SUB J : ISRAELI VAT ON THE WEST BANK AS DECEMBER 1 DEADLINE 
APPROACHES 

REF: JERUSALEM 1116 AND PREVIOUS 

1 . 

SUMMARY: ACTION OF ISRAELI MILITARY GOVERNMENT IN IMPOSING 
AN EIGHT PERCENT VALUE ADDED TAX (VAT) ON THE WEST BANK WITH AN 
EFFECTIVE DATE OF 1 AUG. 76 CAUSED WIDESPREAD OPPOSITION IN 
THE WEST BANK LEADING TO POSTPONEMENT OF IMPLEMENTATION UNTIL 
DECEMBER 1 . MANY WEST BANKERS BELIEVED THAT THIS TAX WOULD DRIVE 
SMALL BUSINESSES UNDER AND SEVERELY STRAIN LARGER CONCERNS. EF- 
FORTS TO INDUCE MILGOV TO REDUCE VAT HAVE MET SOME SUCCESS. HOW- 
EVER, MILGOV INTENDS TO GO AHEAD WITH IMPLEMENTATION OF VAT 
ON WEST BANK AS OF DECEMBER 1 AND WEST BANKERS HAVE WARNED OF 
STRIKES AND DEMONSTRATIONS IN PROTEST. END SUMMARY. 
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2. WHEN ISRAELI MINISTRY OF FINANCE IMPOSED AN EIGHT PERCENT 
VAT ON ISRAEL EFFECTIVE JULY 1, 1976, THE MINISTRY DECIDED THAT 
WEST BANK SHOULD ALSO HAVE AN EQUIVALENT TAX TO EQUALIZE 
AND STABILIZE TRADE BETWEEN TWO AREAS. MILGOV ISSUED ORDER 
IMPOSING EQUIVALENT VAT EFFECTIVE AUGUST 1. 

OPPOSITION TO ORDER DEVELOPED ALONG TWO LINES: NORTHERN WEST 
BANK CHOSE CONFRONTATION TACTICS AND SOUTHERN WEST BANK DECIDED 
ON CONSULTATION AND NEGOTIATION METHODS. A GENERAL STRIKE 
WAS DECLARED ALL OVER THE WEST BANK BEGINNING ON AUGUST 1. 

AND BY AUGUST 3 THE WEST BANK MAYORS ATTEMPTED TO ADOPT 
JOINT POLICY REGARDING VAT. IN THE END, MILGOV GRANTED DELAY 
IN COLLECTING THE TAX UNTIL DECEMBER 1 BUT INSISTED THAT THE 
TAX BE COMPUTED AS FROM AUGUST 1. WITH DEADLINE NOW APPROACHING, 
BOTH NORTH AND SOUTH HAVE EMBARKED UPON A JOINT EFFORT TO 
ATTEMPT A NEGOTIATED SETTLEMENT FOR THIS PROBLEM. 

3. VAT GENERATES STRONG OPPOSITION BECAUSE IT DIRECTLY THREATENS 
MOST OF THE SMALL MERCHANTS, INDUSTRIES AND CASH CROP FRAMERS 
IN WEST BANK. WEST BANKERS RESENT MILGOV TAXES BECAUSE 

TAXES ARE NOT SPENT ON WEST BANK NEEDS. A MILGOV NEWS RELEASE 
(OCTOBER, 1976) SHOWS INCOME TAX AND TRANSFERS TO THE GOVERNMENT 
OF IL 139 MILLION AND TRANSFERS FROM THE GOVERNMENT OF ONLY 
IL 45 MILLION. WEST BANKERS FEEL THAT FUNDS GENERATED FROM 
VAT WILL GO THE SAME ROUTE. KNOWLEDGABLE WEST BANK SOURCES, 
MAINLY ACCOUNTANTS, BOOKKEEPERS AND POLITICAL FIGUES, ESTI 
MATE SMALL BUSINESS OPERATIONS HAVE SLIM PROFIT MARGIN ( ABOUT 
8-11 PERCENT OF TOTAL SALES) AND THAT AN EIGHT PERCENT VAT, 

IF COLLECTED, WOULD BE DIFFICULT TO PASS ON TO CUSTOMER AND 
COULD DRIVE SOME ESTABLISHMENTS OUT OF BUSINESS. 

4. IN EFFORTS TO ACCOMMODATE SOME WEST BANKER CONCERNS, GOI 
HAS AGREED TO (1) ALLOW BASIC EXEMPTION FROM VAT FOR BUSINESSES 
DOING LESS THAN IL 500,000 ANNUAL TURNOVER, (2) PROVIDE FRO 
TALKS BETWEEN THE CUSTOMS OFFICE CHARGED WITH ENFORCING VAT 
AND BUSINESSMEN, (3) POSTPONE VAT COLLECTION UNTIL THE 
DECEMBER 1 DEADLINE, AND (4) RE-EVALUE WEST BANK VAT IN 
FEBRUARY, 1977. 

5. MANY WEST BANK BUSINESS ESTABLISHMENTS, ESPECIALLY SMALL 
OPERATORS, DO NO KEEP NOR WISH TO KEEP DETAILED BUSINESS 
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RECORDS. SUCH ENTITIES LOOK UPON PROSPECTIVE VAT RECORD- 
KEEPING REQUIRIMENTS AS ONEROUS AND COSTLY AND ARE RE- 
SISTING THIS ASPECT OF VAT AS WELL. ANOTHER IMPORTANT 
PROBLEM, OF COURSE, LIES IN LEGAL CONSIDERATIONS. ACCORDING 
TO EXISTING INTERNATIONAL LAW WEST BANKERS CLAIM MILGOV CAN- 
NOT IMPOSE A TAX THAT HAS NOT EXISTED BEFORE THE OCCUPATION. 

6. ALTHOUGH THERE HAVE BEEN RECENT DISCUSSIONSBETWEEN WEST 
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BANK MAYORS PARTICULARLY FRF.T.T OF BETHLEHEM AND THE MILGOV, 

NO MUTUALLY-ACCEPTABLE SOLUTION HAS BEEN FOUND. WE HAVE BEEN 
WARNED BY MANY WEST BANKERS INCLUDING SUCH MODERATE VOICES 
AS HIKMAT AL-MASRI OF NABLUS THAT UNLESS THE VAT IMPLEMENTATION 
IS FURTHER POSTPONED THERE WILL BE STRIKES AND DEMONSTRATIONS 
THROUGHOUT THE WEST BANK. 

7. WITH THE APPROACH OF THE DECEMBER 1 DEADLINE, MORE 
PUBLIC ATTENTION WILL FOCUS ON THE VAT PROBLEM. IF 
MILGOV WISHES TO ACCOMMODATE THE MARGINAL BUSINESSES AND 
OBTAIN THE GREATEST TAX REVENUE WITH THE LEAST EFFORT, IT 
MAY DECIDE TO RAISE THE MINIMUM ANNUAL TURNOVER FIGURE TO 
IL 1 MILLION. WEST BANKERS HOPE FOR ANOTHER POSTPONEMENT 
OF VAT COLLECTION AND THREATEN ANOTHER GENERAL STRIKE JUST 
BEFORE THE CHRISTMAS PILGRIM SEASON. IN ANY EVENT, THE 
VAT SEEMS CERTAIN TO REMAIN A SORE POINT IN MILGOV-WEST BANK 
RELATIONS AND COULD EASILY RESULT IN MORE UNREST IN THE 
WEEKS AHEAD. 
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